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T E C H N I C A L N O T E S A N D M A N U A L S
This technical note addresses the following questions:
• What are the characteristics of a high-wealth individual (HWI)?
• Why do leading tax administrations give special attention to the HWI sector?
• What should a tax administration do when considering setting up a High-Wealth Individual Compliance Program (HWICP)?
• How should a HWICP be started and staffed?
• Can the Compliance Risk Management 2 (CRM) model be used as a basis for a HWICP? 
I. PURPOSE OF THIS NOTE
This technical note aims to guide tax administrations considering a program to enhance the tax compliance of HWIs. The note explains the rationale for a specialized compliance program for this segment of the taxpayer base and provides guidance on defining the HWI population, preparing for a program and implementing it.
The first step in meeting the many challenges presented by the HWI sector is for a tax administration to recognize the risks posed by this taxpayer segment. The HWI sector presents tax administrations with substantial and increasing compliance risks, stemming from the complexity of their financial affairs, compounded by their significance in terms of potential revenue, and their tendency to use aggressive tax planning to minimize effective tax rates. 3 Failure to address compliance risks in this small but often highly visible group of taxpayers can lead to erosion of trust in the fairness of the tax administration, which will tend to reduce compliance in the wider taxpayer population.
As a next step, an administration should assess its own readiness to undertake a HWI compliance program (HWICP) and remedy any deficiencies. The note discusses factors to consider when determining readiness: these factors include assessing alignment with the reality of the political environment, the extent of authority to monitor and tax HWIs, the capacity of the tax administration to engage HWIs and their advisors, and whether there is sufficient information to support a HWICP.
The note then gives practical advice on implementing a HWICP, using the CRM 4 model as the foundation for the program. The CRM approach seeks to identify the most serious compliance risks and to mitigate the risks using a range of treatments, which are designed to increase compliance and minimize the compliance gap in the most cost-effective way. Even where an administration is not ready for a full HWICP, some of the steps in this note can be followed in order to monitor HWI compliance, and at least ensure that each HWI complies with filing and payment obligations. In time, the monitoring can expand to building a profile of the wealthiest individuals, so that the administration can begin to recognize the extent of compliance risks and address them in a systematic way. • The highest income earners account for a very large and growing share (see Figure 1 ) of all personal income tax (PIT) revenues: the top one percent in the United Kingdom (UK) and US now account for around one-quarter and one-third respectively. 13
From a taxation perspective, one significant feature of the HWI segment is that their income derives largely from capital, as distinct from earnings. Earned income is income from labor, such as wages, salaries, self-employment, professional fees, and pensions. Capital income is income derived from investments and property. As wealth increases, the percentage of total personal income derived from earned income sources drops significantly, with a corresponding increase in the percentage of total income from capital sources.
There are increased risks to tax revenues from capital income streams and tax administrations are often not well equipped to deal with these risks. Tax withholding and systems for the reporting of information on capital income streams are often not available, or are more subject to manipulation than earned income. As a result, tax administrations have to rely on self-reporting for many forms of capital income. Also, most tax administrations have tended to focus their compliance processes on earned income, operating income, business turnover, employment taxes, and self-employment and develop audit and other compliance programs to mitigate the risk of under-reporting. Two often-neglected areas of emphasis are:
(1) income earned on capital and investment assets (both for individuals and legal entities);
and (2) income from abroad.
HWIs (through their wealth managers) tend to invest their wealth wherever it is
relatively secure and has reasonable rates of return, irrespective of international boundaries. They will generally have substantial investment portfolios located outside of the country in which they reside, so that income from abroad often makes up a significant portion of their income. As with domestic-source capital income, tax administrations often rely on self-reporting of foreign income, although exchange of information and cooperation between tax administrations is gradually being improved, as countries seek to tackle cross border tax evasion.
11 2015 Global Wealth Report, Credit Suisse. i. the complexity of their affairs;
ii. the amount of revenue at stake;
iii. their opportunity to undertake aggressive tax planning; and iv. the need to preserve the integrity of the tax system by ensuring that the wealthy pay their fair share.
14 Engaging with High Net Worth Individuals on Tax Compliance, OECD, 2009.
Box 1. Examples of High-Wealth Individual Compliance Programs
• A dedicated HWI unit-often within the large taxpayer office (LTO)-with highly skilled officers undertaking risk analysis, audit, and debt collection.
• Expanded information reporting covering entities and assets owned by HWIs, and mandatory disclosure of certain types of transactions.
• Measures encouraging voluntary compliance, such as pre-filing agreements, a rulings regime, and carefully designed voluntary disclosure schemes for past non-compliance.
• Comprehensive checks-risk reviews, audits, and prosecutions for the most egregious offenders-applied according to perceived risk level.
• Withholding taxes, those on rental payments having had some success in reaching HWIs in India, for instance.
• Tightening laws, for example to prevent tax-free private use of assets held by companies, using companies and trusts to hold income at lower tax rates, and streaming income to "preferential" beneficiaries
The main recommendations of the publication (details at Appendix 1) included: gaining an understanding of aggressive tax planning; creating dedicated units to deal with HWIs;
improving international cooperation; legislating to target aggressive tax planning; and exploring the concept of cooperative compliance. All of these measures have a place in a HWICP. Examples of successful voluntary disclosure schemes to deal with past non-compliance are in Box 2. From 2017, much more information will be exchanged under the automatic exchange of information (AEOI), and this will inevitably focus tax administrations' attention on HWIs. 15 The Gini coefficient is a measure of the income distribution of a country' s residents expressed as a percentage, where 0 percent represents perfect equality (i.e. each resident has the same level of income) and 100 percent represents perfect inequality. 16 Commissioner of Taxation Annual Report 2014-15.
IV. WHAT SHOULD A TAX ADMINISTRATION DO WHEN CONSIDERING SETTING UP A HIGH-WEALTH INDIVIDUAL COMPLIANCE PROGRAM?
The first step towards implementing a HWICP is for a tax administration to make an assessment of its readiness to proceed and make any adjustments necessary to make the program feasible. An assessment of four principal areas is needed:
A. Alignment of a HWICP approach with the realities of the political environment B. The extent to which fundamental legal authority and taxing rights are present.
C. The capacity of the administration to engage HWIs and their intermediaries.
D. The availability of necessary data and information.
Box 2. Examples of Voluntary Disclosure Initiatives
Ireland. Using new access powers, the Irish revenue agency in 1999 obtained the names of bank account holders involved in a scheme to evade tax by disguising domestically held assets as foreign-owned. A limited-time offer was made to the perpetrators to come forward and pay all of the tax due plus penalty and interest (capped at 100 percent of the tax due) in return for immunity from prosecution and exemption from public disclosure. United Kingdom. In 2007, breakthrough orders required five major banks to hand over information on 250,000 UK residents holding 400,000 offshore accounts. The revenue agency (HMRC) offered settlements on the basis that all back taxes be paid plus interest and penalty. Some 64,000 account holders accepted the offer and paid GBP 450 million. Around 10,000 of those who did not come forward were targeted for investigation. In 2009, HMRC secured further orders for the identities of offshore accounts and related activities from a further 325 banks. A VDI to allow these offshore account and asset holders to come forward on terms similar to the 2007 initiative was put in place.
United States. Based on information secured from major credit card companies, the internal revenue service (IRS) offered its first VDI in 2003 to taxpayers with unreported offshore income and bank accounts. About 1,300 taxpayers stepped forward and paid USD 75 million and, importantly, disclosed information of 400 promoters of offshore tax evasion schemes. In 2009, the IRS launched its second VDI on the back of promoter investigations and criminal prosecutions, and a successful court action against a Swiss bank (the bank, UBS, paid a fine of USD 780 million and disclosed names of US clients to settle the case). Over 14,000 taxpayers came forward, disclosing foreign accounts ranging from USD 10,000 to USD 100 million across several hundred banks in 70 countries.
The purpose of the assessment is to identify any legal or procedural obstacles, which should be remedied as far as possible, before moving to the implementation of the program.
A. Alignment of Compliance Goals with the Political and Economic Environment
Alignment focuses mainly on whether a HWICP is consistent with the realities of the political and economic environment. Inconsistencies may exist between the objectives of the tax administration to maximize compliance and revenue from the HWI sector, and the political and economic implications of meeting those objectives. Account should also be taken of public and media perceptions of the need and fairness of a stronger compliance program for this sector. Any inconsistencies need to be resolved as far as possible. Box 3 discusses the alignment issue in more detail.
Box 3. Alignment of a High-Wealth Individual Compliance Program with the Political, Economic, and Social Environment
Political Environment: The direct support of the responsible Minister and his Cabinet colleagues is important, to address any tension between compliance goals and political reality. Briefings of key members of the legislature should take place and their support should be elicited. HWIs often hold political posts or are Members of Parliament. They may be important backers of political groups and have access to high levels of government. It is vital to make clear the purpose and importance of a HWICP. Without broad and high-level political support, some HWICP tools may be unusable.
Economic Objectives: To attract wealth controlled by HWIs, or to discourage their migration to other countries, governments may offer tax incentives in return for investment or economic activities. These can take many forms such as legislated tax exemptions and holidays, lower tax rates, delayed payment, etc. and are not always well costed or designed. * Before initiating a HWICP, tax statutes should be reviewed to identify any areas where tax policies and incentives conflict with the objectives of a HWICP.
Public and Media Acceptance: The understanding and acceptance of a HWICP in the public mind is important. If the public perception is that those with the greatest wealth may be engaged in tax evasion or avoidance and not paying their full taxes, a HWICP will be welcomed. However, if the perception develops that the government is using the tax administration to pursue some HWIs for political reasons, the integrity of the tax system and credibility of the tax administration risks being eroded-potentially resulting in increased noncompliance across the whole taxpayer base. When implementing a HWICP, it is essential to engender broad public recognition that the purpose is to ensure that the tax system is being fairly applied to all taxpayers, and that the HWICP program is part of a broad-based compliance strategy, designed to ensure that HWIs are meeting their tax obligations.
Fairness: It is sometimes argued, incorrectly, that applying a special focus on compliance by one particular taxpayer segment violates the doctrine of equality before the law. This is a misuse or misunderstanding of the equality principle. Modern tax administration practice promotes fairness in society by applying limited resources to areas of greatest risk to the revenue base.
(continued on next page)
©International Monetary Fund. Not for Redistribution
B. Legal Authority to Support a HWICP
The question of legal authority involves four issues: (i) whether the tax laws are extensive enough to tax the full scope of HWI income; (ii) whether the tax administration has authority to gather information and enforce the laws; (iii) whether there is specific anti-avoidance legislation; and (iv) whether privacy laws specify the protection and proper use of HWI data.
Taxation Authority Over Income Streams
A country' s tax laws may not be fully developed for some income streams, such as income generated from equities, capital gains, and alternative investments. One report estimates that HWIs, on average, hold 57 percent of their wealth in equities, fixed income and alternative investments. 19 Before initiating a HWICP, tax statutes should be reviewed to determine their impact on the various forms of earned and capital income anticipated within the HWI population and whether the tax laws
give sufficient authority to tax all of those income streams. A framework is included at Appendix 2 that can be useful for this review. The review may show significant forms of personal income that are either exempted from tax by statute (in global tax systems), 20 By tailoring service and enforcement programs to meet the needs and compliance risks of different taxpayer segments, the level of general compliance is increased and the most intensive treatment is reserved for those who pose the greatest risks, such as HWIs. Nevertheless, a tax administration contemplating a HWICP may face this issue and will need to resolve the tension between the compliance goal and fairness objections through a strong communication program.
Judicial History: In some jurisdictions the courts may be a barrier to the implementation of a HWICP by, for example, not accepting direct or indirect proofs of income, not allowing access to some forms of financial records, issuing inconsistent decisions or taking too long to give decisions, or engaging in judicial actions that block timely compliance actions. This judicial landscape needs to be taken into account when considering a HWICP. It is likely that some, if not most, audit assessments will be appealed to the courts. HWIs have the resources to access the best legal representation, and the additional tax at stake could make protracted litigation worthwhile.
funds, private annuities, hedging transactions, commodity trading, financial derivatives, futures trading, currency trading, precious metals trading, oil and gas earnings, and collectibles investing. It is important to address such tax base issues as far as possible, prior to initiating a HWICP. HWIs are likely to arrange their affairs to take advantage of laws allowing the exemption or omission of certain forms of income.
Authority to Gather Information and Enforce Laws
Without a solid legal foundation to gather information and enforce compliance with general tax laws, a tax administration will not have the ability to run a HWICP. Six broad questions must be addressed:
• Does authority exist to gather, maintain, and analyze high wealth data? An issue may arise when tax procedure laws only allow data gathering when a formal audit, collection action, or investigation is authorized. Without a general authority to gather, maintain, and analyze data, the tax administration will not have the ability to perform the analyses required to determine tax contribution, compliance levels, tax gap, and risk analysis of HWIs. Some countries have enacted privacy statutes that prevent or restrict access to personal financial information of its residents: these hinder or limit the tax administration' s analysis or review of HWI financial activity.
• Does authority exist to engage HWIs outside the standard audit structure? When a tax administration wishes to contact HWIs outside of the audit, tax collection, or investigative processes, it may find it does not have the authority to do so. For example, an advisory visit, or notices to remind HWIs of filing requirements, or to alert taxpayers to some omission are useful tactics to encourage voluntary compliance. A tax administration may be prohibited from such compliance-improving activities, and this would limit the tools available to a HWICP.
• Is the audit authority sufficient to audit HWIs and their personal financial information?
Even in an audit context, because of the scale and complexity of their financial arrangements, a standard single year or multi-year comprehensive audit may not be the most appropriate tool to measure compliance of HWIs. Often a limited scope audit or other kind of enquiry may be the best approach, but it may need to be legislated for, if the law prescribes the scope of audit. Where legislation provides that audits must be completed within short timeframes, say 30 days, this may need amendment before a HWICP can be implemented. HWI audits are complex, especially when dealing with controlled companies and income from abroad, and can often span several months. Similarly, it is often advisable to audit HWIs in tandem with the companies they control. Again, the law should be reviewed to ensure that the tax administration has sufficient flexibility on audit scope to enable simultaneous audit and other types of intervention. Some jurisdictions prohibit access to personal financial records without a court order, or have other provisions making access to and audit of financial records difficult.
• Where does the burden rest to prove the source of funds for unexplained wealth?
During an audit, it may become apparent that declared income and known sources of for tax administrators when an income item cannot be attached to a direct source or comes from an unlegislated source.
funds are insufficient to finance the lifestyle and assets accumulated by the taxpayer. For example, an examination of known bank accounts may not reveal the source of funds for asset purchases. For HWIs, it may be particularly difficult to track the flows of funds for wealth accumulation and establish whether untaxed income was a source. Indirect methods are often used to determine taxable income where the source of funds for bank deposits or large asset purchases cannot be identified, but such methods cannot be used to establish a tax liability if the law places the burden of proof for an assessment on the tax administration.
To support a HWICP, and audit generally where records are missing, the burden of proof should be on the taxpayer to substantiate the taxable or nontaxable source of funds for bank deposits and major asset acquisitions. Gaps in this area are an impediment to a HWICP.
• Does the authority exist for exchange of information with other jurisdictions? National borders do not confine the financial affairs of HWIs, as investments will be made and income received wherever the capital can generate the best return with relative security and a degree of privacy. Proper taxation of HWI income requires legislation and tax treaties that specifically permit the exchange of information with competent authorities in other jurisdictions. Recent developments and awareness of the scale of revenue loss from funds hidden across borders and in tax havens has improved the flow of information between taxation authorities. 22
General anti-avoidance provisions
One of the characteristics of the HWI population is that they have the resources to obtain the most expensive financial and tax planning advice. This factor, coupled with a natural desire to reduce the scale of tax contribution, and keep wealth intact for successive generations, gives rise to a lively market in aggressive tax planning. With aggressive tax planning, the fine line may be crossed between the prudent arranging of financial affairs to minimize tax liabilities, and avoidance, which uses artificial transactions and instruments to minimize liabilities, in ways that the law did not intend. Tax laws in many countries include general anti-avoidance provisions to limit revenue losses through avoidance schemes. An IMF Tax Law Technical Note gives more information on this subject, including a sample General Anti-Avoidance Rule (GAAR). 23 
Data security
Data security is paramount for this sensitive population of taxpayers and it is important that the law provides for data protection. Where a tax administration has legal authority to gather information about wealthy individuals, including information from financial institutions, strong legal protections need to be in place to prevent taxpayer information loss, theft or misuse. well as legal protection of data, procedures need to be in place to ensure that HWI information is only disclosed to staff members who have been approved and have a specific need for such access.
C. Evaluation of the Capacity to Engage with HWIs and their Intermediaries
Establishing readiness for a HWICP requires an evaluation of the existing capacity of the tax administration to undertake the program. The question of capacity involves three issues: (i) whether the audit function is sufficiently developed and has the right staff, skills and procedures to engage effectively with HWI sector; (ii) whether a range of other compliance tools are in place; and (iii) whether procedural and technical guidance is available.
Audit Function
Where a tax administration has had little past compliance focus on HWIs, compliance programs and audit skills focused on capital sources of income and capital accumulation may need to be developed. An assessment should be made of the institutional capacity in audit:
a threshold level of functional competence must be established before embarking on a HWICP.
Audit Staff: Highly skilled and knowledgeable staff must be assigned to a HWICP. They must have extensive audit experience across PIT, corporate income tax (CIT), and capital taxes. They should have formal qualifications in accountancy, law or economics and have in-depth knowledge of the tax code, including provisions relating to capital taxes, complex business environment and the international environment. They must display maturity and impeccable integrity and be competent and confident enough to be on equal terms with the team of highly-paid tax professionals and lawyers representing the HWI.
Audit Techniques: These may need to be updated or developed where the PIT audit program has only focused on self-employed individuals. Auditing for personal income requires forensic auditing skills that differ from a typical audit, focused on accounting records and invoices.
HWI audits focus on capital accumulation and missing income; this requires mastering audit techniques such as the direct proof of income method, or the indirect proof of income method. 24 These techniques have to be developed in some countries.
Audit Procedures: Simultaneous auditing of HWIs and the legal entities they control is recommended, because their financial affairs are highly integrated and an examination of the transactions between the connected parties can identify potential for tax avoidance or evasion.
Even where the law allows simultaneous audits, many tax jurisdictions separate their audit functions between legal entities and individuals and do not have a process for integrated audit.
Issue-driven or limited scope auditing is a valuable technique for HWIs where financial activities 24 Direct methods rely on verification of specific items of income against source documents. Indirect methods involve the determination of income through analysis of cash flow or capital reconciliations to identify income sources and extrapolate income figures.
are extensive, and comprehensive audit is impractical and inefficient. Procedures and manuals may have to be modified to allow for the necessary flexibility in audit procedures.
Compliance tools
Audit is not the only tool needed to implement a HWICP: an analysis of all compliance tools is needed. 25 An administration considering the introduction of a HWICP should examine the full range of tools available to support and enhance the compliance level of the HWI segment.
Box 4 summarizes what a compliance toolbox might contain; each element should be examined to see whether the tools exist, and if so, whether they need to be further developed. An administration should also consider where the various compliance tools are located in the organizational structure, and what linkages need to be put in place to best support a HWICP.
Technical guidance
An analysis should be made of the current procedural and technical guidance available to deal with the HWI sector. Because of the complexity of their affairs, difficult issues will arise about tax treatment of certain transactions, and staff will need a resource for answering difficult technical questions as they arise. Technical guidance also includes publications, tax forms, notices, outreach, pamphlets, and guidance for specific issues, such as income from abroad, or anti-avoidance provisions. 26 25 A full table of compliance tools and a supporting check sheet are included at Appendix 3. 26 An example of how technical advice is made available to HWIs can be found on the ATO website: https://www.ato. gov.au/Business/Privately-owned-and-wealthy-groups/.
Box 4. Compliance Treatment Tool Box
• Legislation
• Technical procedures
• Tax guidance
• Taxpayer outreach
• IT applications
• Taxpayer service
• Instruction guides
• Website information
• Website applications
• Tax form changes
• External stakeholders
• Education
• Research and studies
• Media
• Information reporting
• Tax withholding
• Sanctions
• New data sources
• Notices and letters
• Organizational change
• Training
• Audit
• Compliance projects
• Collection
• Penalties and fines
• Criminal investigations
D. Data and Information
The final factor in determining readiness is adequacy of data and information. Data issues fall into three categories: (i) the extent of information available to identify the highwealth population; (ii) the degree to which the information allows analysis of tax contribution, compliance levels, tax gap, and compliance risks; and (iii) the availability of data exchange and international cooperation under tax treaties. Access to and adequacy of data available to an administration should be reviewed and any gaps identified when assessing readiness for a HWICP.
V. HOW SHOULD A HIGH-WEALTH INDIVIDUAL COMPLIANCE PROGRAM BE STARTED, COMMUNICATED, AND STAFFED? Establishing a Development Team
A small development team is needed for the completion of the initial stages of program research, development, and coordination. When a decision has been made to proceed with a HWICP, the next step is to establish a small development team, charged with compiling a report summarizing the strengths and weaknesses in the current system, and making recommendations for changes needed to remedy shortfalls identified in the readiness assessment described in Chapter IV. This is a temporary activity, lasting six to twelve months. The team needs to have a strong mandate and clear terms of reference. It should report frequently to the head of the tax administration or a deputy head responsible for operations.
Defining the HWI Population
An administration should start with a small number of HWIs. When addressing tax compliance by HWIs is a new endeavor for a tax administration, it is best to limit the initial population of HWIs included in a compliance program to a small number, so that experience can be developed. Starting with a large population of HWIs using a lower wealth cut-off can overwhelm an administration and may thus be ineffective and even counterproductive.
A good group with which to start are the UHWIs (those controlling wealth of USD 30 million or more, see Chapter II). It is estimated that the top one percent of HWIs account for 35 percent of all HWI wealth, 27 so ensuring high compliance from this group could lead to significantly higher tax receipts; conversely, there is potential for significant revenue leakage when compliance is low. These very wealthy individuals usually comprise a small population in moderate sized economies. Smaller economies may use a lower cut-off for a HWICP, if the UHWI population is very small, but whatever the cut-off, it makes sense to narrow the focus to the very wealthiest. Focusing on the very wealthiest meets the criterion of using limited tax administration resources to deal with a manageable tax population that can have a significant tax impact. That is not to say that HWIs with wealth below the cut-off should be ignored, just that it is better initially to select a manageable group to build up experience and expertise.
Publishing the Strategy
When a tax administration has made a thorough assessment of its readiness to implement a HWICP, remedied obstacles as far as possible, and decided to proceed, it needs to devise and document its HWI Compliance Strategy (HWICS). The strategy may start out as a component of its overall strategy to improve compliance.
A HWI Compliance Strategy document will answer such questions as:
• Why is there need for a HWICP?
• What is the intent of the HWICP?
• What benefits are expected? When are these expected?
• Which taxpayers will be included in the program?
• What authority exists for such a program?
• What type of methodology or model will be used to administer the program?
• How will the HWICP be staffed and managed?
• Who has approved the HWICP?
It is suggested that the HWICS be agreed with the Minister of Finance, or other
Minister to whom the tax administration reports, and have broad political support as outlined in Chapter IV. The purpose and objectives of the HWICS should be actively communicated internally and externally, and be reflected in published documentation of the tax administration' s annual work plans.
Implementation Phase
The implementation phase of the HWICP requires a program management office with a permanent staff that has the appropriate skills and knowledge. The head of the program and the staff are responsible for risk mapping, articulation of risk, determination of desired outcomes, development of compliance treatments, managing delivery of treatments, monitoring, measurement, and qualitative evaluation of results. These tasks are explored in more detail in Chapter VI.
Staffing the Operational Unit
In the physical setting up of the HWICP, to ensure effective management and support, it is recommended that the HWICP be centralized within its own operational unit, which reports to a level of Deputy Director General, or higher. Staffing numbers will depend on the size and complexity ©International Monetary Fund. Not for Redistribution of the case base. 28 The two areas that usually require fulltime staff within the operational unit are audit and taxpayer services. HWI audits require highly specialized skills and training (see Chapter IV). It is recommended that HWI audit activities be segmented into permanent specialized audit groups, in much the same way that large taxpayer auditors are generally organized in most tax administrations; the same applies to taxpayer service specialists, who need to be experienced, capable and knowledgeable.
VI. CAN THE COMPLIANCE RISK MANAGEMENT MODEL BE USED AS A BASIS FOR A HIGH-WEALTH INDIVIDUAL COMPLIANCE PROGRAM?
A useful way to approach the development task is to use a standard framework for resource allocation based on risk, such as the CRM model, described in Figure 2 .
Figure 2. The Compliance Risk Management Process

Source: Organization for Economic Cooperation and Development (adapted).
A strong audit capability is an important aspect of a HWICP, as discussed in Chapter IV, but other treatments are needed too. Tax administrations have in the past relied on audit as the main recourse for addressing noncompliance. While audit can be an effective tool for recovering underreported tax, interest and penalties in a given case, and to some extent in encouraging compliance in others, it has limited success in changing compliance behavior and enhancing voluntary compliance. Furthermore, it is an expensive tool for treating non-compliance and because resources are limited, it will never recover more than a small percentage of the tax gap. Modern tax administrations now regard increasing voluntary compliance as the primary objective, and tax recovery as the secondary objective; a HWICP based on the CRM model follows the same logic.
The CRM model is a process designed to promote compliance by identifying risks in taxpayer segments and applying the simplest and most cost-effective treatments to mitigate the risks and raise compliance levels. The stages of the process need to be documented and the process is cyclical, as described in the following paragraphs, which show how the CRM model can be adapted to provide a basis for a HWICP.
Phase 1: Define-Identify the Population
Existing tax administration data is an obvious place to start with identifying the HWI population. Commercial media and the internet are also useful sources of background information. A number of research firms, who follow the investment and wealth activities of UHWIs, sell this information to commercial and government customers. With an adequate budget for the HWICP, these data can be purchased for use in the task of identifying and building profiles of the target population.
Once the population has been identified, the tax administration should build a profile of each HWI. The profile should identify and link the connected parties and controlled entities. It should also review the compliance history for each identified HWI for the last three years, to understand their compliance behavior and their contribution to PIT revenues.
The review should focus on the four fundamental tax obligations: registration, declaration, accuracy, and payment. It should identify total tax payments by tax type, and should include audit history, as well as unpaid tax debts. This compliance history provides the basic information about the HWI population. The more complete this process is, the better the initial understanding of the HWI population will be.
Phase 2: Identify HWI Compliance Risks (Risk Mapping)
The goal of risk mapping is to identify compliance risks based on manageable issues organized by tax type, income stream, tax potential, and compliance level. This process is applied to the HWI population as a whole, and is described in more detail in Box 5.
Phase 3: Assess and Prioritize Compliance Risks
The task here is to assess the significance of the risks identified and prioritize them on the basis of compliance outcome and available resources. Outcomes (which should be quantifiable and achievable) are not limited to enforcement results-they include such measures as change in voluntary compliance, change in total tax reported, change in total tax collected, impact on tax gap, tax recovery, etc., in determining effectiveness. Outcomes align with the compliance risk, so they can be focused on a specific tax form, or an income stream (for example, sale of stocks and shares). Clarity about the desired outcome can assist in designing an appropriate treatment for the compliance risk targeted.
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Phase 4: Analyze Compliance Behavior
The CRM approach to HWI compliance seeks to learn the causes of noncompliance and to take a cross-departmental approach to addressing these causes. This process works best when a cross-section of internal stakeholders (such as audit, collection, information technology, taxpayer service, etc.) reviews the identified risks from diverse perspectives to determine causes. The establishment of a Compliance Council, at which each tax administration function has a representative, helps to foster this broadened approach, and can prove very useful for a HWICP in promoting voluntary compliance.
Establishing a system of meeting and exchanging ideas with external stakeholders can provide additional insights into factors driving compliance or creating noncompliance.
Box 5. Elements of the Risk Mapping Process
Baselines: A baseline represents the starting point for measuring the impact of the HWICS. The baselines already set at Phase 1 measure many facets of the HWI compliance history, such as tax paid, returns filed, returns timely filed, collection history, and audit history. It is advisable that a baseline be set for each income stream reportable.
Trend Analysis: Trend analysis is the practice of attempting to identify a pattern or trend in data. It uses the baseline information as its starting point and adds each tax period filing, payment, income stream level, etc. to determine the compliance trend direction, or impact of treatments.
Voluntary Compliance Level (VCL): Most tax systems rely to some extent on selfassessment and promote voluntary compliance by encouraging and assisting taxpayers with registering, filing, reporting, and paying self-reported taxes correctly. To determine success, tax administrations strive to compute the VCL for each type of tax return required. Each of the four fundamental requirements of registering, timely filing, correct reporting, and timely payment of taxes has a separate VCL. VCL computations are suggested for each type of income stream reportable by HWIs.
Tax Gap: Simply put, the tax gap represents the percentage difference between the tax which ought to be paid (tax potential) and the tax actually paid, usually computed over a 12-month period. It is difficult to compute the HWI tax gap with any degree of accuracy, but every effort should be made to compute components of it, or to estimate it. Advice on computing a tax gap is beyond the scope of this technical note--administrations seek expert guidance on this subject.
Information: Information from third party returns, or from other tax jurisdictions under AOEI, or from media reports (about for example mergers and acquisitions, or purchase of collectibles, or trophy homes) needs to be added to the risk map. While these information sources may point to individual risks, rather which risks for the segment, they may also identify significant risks that need treatment, and present opportunities for well managed voluntary disclosure schemes, or invitations to self-review. what is needed to enhance compliance. Meeting with these stakeholders on a periodic basis to discuss developments and compliance concerns can facilitate the design of the treatment strategy.
Phase 5: Determine Treatment Strategies
Having identified the risks, the desired outcomes and the causes of poor compliance behavior, the tax administration must decide which tools in the compliance toolkit provide the most appropriate and cost-effective treatment, designed to deliver the desired outcome. The exclusive use of audit staff for this purpose tends to end with a predictable conclusion that these taxpayers need to be audited. While audit provides an experienced voice in identifying causes of noncompliance, it may not always be quick to identify non-audit treatments or preventative measures. Audit, collection, and taxpayer service provide the basic tools for treating noncompliance, but if the goal is to change compliance behavior, other tools (for example legislative amendments, changes to form design, or media campaigns) need to be considered. This analysis feeds into the risk mapping process, and so the cycle continues.
VII. SUMMARY OF KEY POINTS
• HWIs comprise a significant economic sector for tax administrations.
• HWI tax contributions account for a large and growing component of overall PIT due.
• The nature of HWI financial affairs creates substantial tax complexity for both HWIs and the tax administration to address.
• Income generated by HWI financial activities usually takes the form of capital income and often requires self-reporting.
• Several tax administrations initiate programs to improve compliance and/or recover undeclared tax from the HWI sector.
• Tax administrations need to define and identify the HWI population.
• Tax administrations are encouraged to prepare for a HWICP by first reviewing whether key factors necessary for success are in place:
-Will the HWICP conflict with other government policies?
-Are there adequate legal, tax, and administrative authorities for such a program?
-Does the tax administration have the capacity to engage HWIs?
-Does the tax administration have access to sufficient data to identify and analyze the HWI population?
• A formal readiness assessment will identify deficiencies and facilitate the initiation of changes necessary for implementation of a HWICP.
• A HWI Compliance Strategy should be developed to improve voluntary compliance and tax revenues from HWIs.
• A HWI Compliance Strategy requires a formal commitment from tax administrations and broad and high-level political support.
• A fully staffed HWI Compliance Program is necessary for most tax administrations to engage the high-wealth sector.
• Because of the complexity and revenue potential of this sector, staff in a dedicated HWI unit needs to have specialized skills, knowledge, and experience.
• It is recommended that the CRM model be used as the process for designing and carrying out the HWICS.
-This model focuses on identifying major risks and causes, and developing treatments to incrementally reduce the tax gap for the sector through improved voluntary compliance and enhanced recovery.
-The model focuses on outcomes and needs measurement and monitoring systems that provide quantitative and qualitative feedback.
-The model is cyclical, using results and new information to update its risk mapping, causes of risks, and treatment actions annually.
• A wide assortment of tools and treatments is available, many of which have been underused or are underdeveloped. • Gaining a greater understanding of the risks posed by the HNWI segment by:
-looking at the types of aggressive tax planning (ATP) schemes in the marketplace, the suppliers of ATP, and the HNWI's motivation; and -developing a strong commercial awareness of the broader concerns of HNWIs, including privacy, wealth preservation, and their ability to pass on wealth to future generations.
• Building an effective capability to manage tax risk by establishing an appropriate structure in tax administrations to deal with HNWIs and focusing resources by:
-creating dedicated units which are adequately staffed by experienced officials;
-establishing a framework for dialogue between senior revenue officials, HNWIs and their advisers; and -balancing compliance activities with taxpayer service functions.
• Improve international co-operation at both a strategic and an operational level, including the use of regular meetings between heads of HNWI units and other specialists within tax administrations.
• Creating an appropriate legislative framework targeted at specific aggressive tax planning risks by taking a holistic approach to focus our strategies.
• Explore how the concept of co-operative compliance could be applied to the HNWI segment, by (where appropriate):
-considering the use of dedicated contact points;
-developing a pre-filing program or advance ruling program;
-involving the advisers of HNWIs in the development of legislation that specifically affects their clients;
-emphasizing the need for transparency and disclosure that goes beyond what is statutorily required; and -providing clarity on key issues of concern to taxpayers wishing to make a full disclosure regarding past non-compliance The definition of a controlled company varies by tax jurisdiction. Generally, for high wealth purposes, a person who owns 50 percent of the voting stock of a company has established enough control to be able to influence or direct company payments. Likewise, if a person is an officer or director of the company, that person may be able to control payments from the company. 31 An alternative investment is an investment in asset classes other than stocks, bonds, and cash.
APPENDIX 3. COMPLIANCE TREATMENT TOOLS CHECK SHEET
TOOL DESCRIPTION
A Customer/Client Knowledge: This grouping of tools includes data gathering, data analysis, and input from stakeholders to acquire knowledge regarding compliance risks and the drivers of those risks.
A1 Tax administration input and data
The tax administration collects and stores substantial amounts of HWI data collected from tax return filings, enforcement actions, and other sources. The tax administration has experience working with taxpayers and the companies they control. These data and experience are starting points for understanding HWI behavior.
A2 Taxpayer input
Input from this sector often relies on outreach activities, seminars, surveys, and audit activities.
A3 Stakeholder input
Input from external stakeholder groups provides a rich source of information regarding factors driving compliance or creating noncompliance.
A4 Taxpayer outreach and seminars
Scheduled outreach and educational seminars directed at HWIs can be used to gather information on causes of noncompliance and opportunities to address these causes.
A5 Data collection and data mining
The collection of data beyond the information normally maintained by the tax administration from local government sources, other government agencies, and nongovernment sources.
A6 Information technology (IT) Often IT serves as the reservoir of all data collected by the tax administration. Understanding the potential of these data and creating systems to retrieve and analyze them can be beneficial in understanding taxpayer behavior, as well as identifying causes and effects for this behavior.
A7 Research and studies
The completion of either internal or external studies on specific HWI issues or income streams is helpful in understanding taxpayer behavior.
B Compliance Services:
This grouping of tools surrounds tax administration efforts to communicate correct tax registration, tax filing, and correct reporting of personal income tax information to taxpayers.
B1 Taxpayer service
This refers to designated officers who assist HWIs with questions on tax filing obligations, tax return preparation, application of tax law, accounts management, and general questions.
B2 Technical guidance
This refers to guidance provided and often published by tax administrations on specific tax topics or issues to assist taxpayers with complex areas of tax law.
B3 Call centers
Call centers can be used to assist HWIs with and may provide account management support. They can also be used to proactively contact HWIs regarding upcoming filing obligations and non-filed returns.
B4 Publications and pamphlets
This is a published form of taxpayer service where tax administrations provide guidance on filing obligations, return preparation, application of the law, and general questions.
B5 Website information
This is an electronic service where tax administrations provide guidance on tax filing obligations, printable forms, return preparation, application of the law, and general questions.
B6 Website applications
Website applications can provide useful tools to expedite and enhance compliance through applications that support proper registrations, filing, reporting, and payment of personal income tax obligations. Electronic filing, electronic payment, and electronic taxpayer service are some processes that may lend themselves to electronic applications.
TOOL DESCRIPTION
D4 Investigation
This refers to criminal investigation and criminal prosecution for intentional noncompliance with tax laws.
E Audit: Audit is an enforcement tool but is separately stated because it is the prime compliance tool used by many tax administrations.
E1 Document matching
This refers to the process of matching tax documents received against the self-reported information. For HWIs, the matching program concentrates on income documents from companies, financial institutions, and other payers to the information reported on returns. Many tax agencies refer to this process as a control when reviewing a tax return based on a mismatch of income information received and that reported by the taxpayer.
E2 Automated audit program
This uses computers to match information reports on income received to income reported. If a mismatch is identified, the tax administration issues a computer-generated notice to inform the taxpayer that unreported income has been detected. The notice provides the corrected tax, penalties, and interest due. The notice requests payment or that the taxpayer provides evidence that refutes the conclusion that tax is due.
E3 Auditing for income A PIT audit concentrates on identifying a HWI's personal income and determining taxability of that income. The tax administration determines if reportable tax income has been accurately reported and taxed. Direct and indirect audit proofs are the two primary audit methods applied.
E4 Taxation of unexplained capital
The indirect audit proof may identify receipts, deposits, payments, and purchases where a source of funds for these items remains unidentified. Taxing of unidentified funds as income can be a valuable compliance tool.
E5 Simultaneous audit
Simultaneous audit of HWIs and the legal entities they control is recommended when engaging HWIs. There is a high correlation of transactions between HWIs and the companies they use to manage their financial affairs. Without a process that allows the audit of the HWI and selected controlled companies, the audit picture will be incomplete and allow the HWI to manipulate the tax system and may lead to tax avoidance or unchecked evasion.
E6 Limited scope audit Limited scope refers to the concept of selecting and auditing only key issues during an audit. In many jurisdictions, all items must be reviewed during an audit. The limited scope concept is a valuable technique when engaging HWIs. Their financial activities are often extensive, so a total audit is impractical.
E7 Audit cycle
Audit cycle is the length of time legally available to complete an audit. These cycles vary from country to country, with cycles noted of three months, six months, one year, and up to three years in some countries. It is recommended that an extended audit cycle be allowed for HWI's to give sufficient time to complete a quality audit.
F Income from abroad: IFA taxation is a very difficult area of tax law to enforce. The following list of initiatives provides considerable guidance on tools and treatments for improving compliance in this area.
F1 Global Forum on Transparency
The Global Forum was restructured in September 2009 in response to the G20 call to strengthen implementation of these standards. The Global Forum has 124 members on equal footing and is the premier international body for ensuring the implementation of the internationally agreed standards of transparency and exchange of information in the tax area. Through an in-depth peer review process, the restructured Global Forum monitors its members to ensure that they have fully implemented the agreed standard of transparency and exchange of information. It works to establish a level playing field, even among countries that have not joined the Global Forum. FATCA focuses on reporting financial accounts held by institutions offshore on behalf of US taxpayers. The objective of FATCA is the reporting of foreign-held assets, with withholding as the cost of not reporting.
F4 OECD/G-20 Base Erosion and Profit Shifting (BEPS) Project
The BEPS action plan provides steps to counter planning strategies used by taxpayers who misuse tax rules to artificially shift income to jurisdictions with low or no income tax requirements.
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